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Abstract
This thesis analyzes the Israeli-Palestinian conflict. Deeply rooted in history, and
dominated by mutual violence, the conflict has been causing considerable damage to
society, politics and economics for several decades. The latest attempts for the peace
negotiations process failed, leading to an escalation of tensions and the Second
Intifada in 2000. The Israeli West Bank Barrier has been constructed with an aim to
reduce the number of terrorist attacks and to stabilize the situation of the region. By
using the synthetic control method, we evaluate the impact of the Second Intifada and
the Barrier on GDP per capita. The results indicate that Israel benefits from the West
Bank Barrier, in 10 years the country managed to completely recover from the
substantial negative effect of the Second Intifada. On the other hand, the West Bank
experienced a decline in GDP per capita at the beginning of construction since the
Barrier damaged properties located close to the construction and restricted movement
of goods and people. A couple of years later the situation stabilized, however, the
West Bank was unable to achieve full recovery from the armed uprising of 2000, and
the GDP per capita growth remained limited. The estimations for the whole of
Palestine reveal a negative impact, that is also attributed to the Palestinian Civil War,
a conflict between the main Palestinian political parties in the Gaza Strip.
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Proposed Topic:
Costs of Conflict: Empirical Analysis of Economic Situation in Palestine and Israel
Motivation:
One land, one conflict, two different economies. The world’s most controversial topic is
found in the Middle East at the place where three main religions come together, however,
for more than 50 years people are not able to reach a peace deal.
Currently, 136 of the 193 member states of the United Nations recognize Palestine as an
independent state, while Israel is recognized by the 161 UN members. The reason for the
recognition issue is the Israeli-Palestinian conflict that arose from an inconsistency in the
identification of the Palestinian territory. The State of Palestine claims the West Bank and
Gaza Strip, including East Jerusalem, which has been occupied by Israel since 1967.
Israeli-Palestinian conflict arises an enormous amount of questions in human’s minds all
over the world. Palestine is a unique and interesting case of the economy that functions
under Israeli occupation. The conflict is causing economic and diplomatic problems for
both parties involved.
There is a high amount of speculations and discussions about an economic impact of the
conflict for Palestine and Israel, however, a number of sufficient empirical analysis is quite
low. It is obvious that the occupation does not affect equally the parties involved, but to
which extend current economic problems are triggered by the conflict?
Since the conflict, itself started over 50 years ago and there are no economic data for
Palestine before 1947 we cannot precisely estimate an impact of the conflict. However, we
should be able to see the effect of the recent events that are mainly blamed for all
economic problems and that caused considerable changes in the structure of both
economies, on the one side Israeli bad relations with the Middle East countries, BDS
movement that started in 2005 (The Boycott, Divestment, Sanctions) and accusations that
Israel benefits from the West Bank barrier and the occupation, on the other side Palestine
under Israeli oppression and the split of the Palestinian Authority after a civil war in 2006.
We are going to apply a synthetic control method in order to analyze the economic
consequences of the Israeli West Bank barrier (2005) construction for both parties.
This thesis is an attempt to give an empirical and analytical analysis of the economic
situation in Israel and Palestine, highlighting the differences in their economic performance
and the impact from the occupation.
Hypotheses:
1. There is an asymmetry in the distribution of the effect from the occupation for
Israel and Palestine
2. Israeli West Bank barrier construction and Hamas election resulted in the worse
economic situation for both Israel and Palestine
3. Deviation in the pattern of the economic development is explained not only by the
conflict, but also by the difference in government structure, technology, and
culture

x

Methodology:
Israel and Palestine are two economies on the same land with huge territorial disputes,
they own similar natural resources, therefore, there is a necessity to put an emphasis on
history, government structure, political regimes, institutions, productive efficiency,
diplomatic relations and development of Israeli-Palestinian conflict.
We are going to apply a synthetic control methodology that was used by Abadie and
Gardeazabal (2003) and Abadie et al. (2010) for comparative cases and analysis of effect
from certain events on economy (the method includes a construction of synthetic
economy, the analysis is based on such indicators as GDP, trade openness, inflation rate,
industry share, schooling, investment rate, international aid). This method allows seeing
the effect from the major recent events that are often blamed for the decline in Palestinian
economy and prosperity of Israel, i.e. Israeli West Bank barrier (2005). The Palestinian
Central Bureau of Statics provides data from 1994 till 2016, earlier data is partially
available in studies published by various international organizations (such as the United
Nations), researchers of that period and the Israel Central Bureau of Statistics.
Expected Contribution:
There is a limited number of empirical studies on the topic of the Palestinian economy, but
the high amount of speculations around it, thus, it is interesting to analyze how Palestine
operates under the occupation and what are the economic effects from the occupation for
both parties. This paper will provide an inside into structure and development of
Palestinian and Israeli economies. The paper is an attempt to show the difference in the
impact from the occupation through analysis of consequences after the main recent events
using the synthetic matching method.

Outline:
1. Introduction
2. Background
a. Previous studies on this topic
b. Meaning of the Palestinian land
3. Israeli-Palestinian conflict
a. Origin and the reasons for the conflict
b. Development of the conflict and attitude toward the conflict of other countries
and international organizations
c. The West Bank Barrier and costs of conflict
4. Methodology and Data
5. Estimation and results
6. Conclusions
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1 Introduction
“The present problem of Palestine, indeed, is unintelligible without
knowledge of the history that lies behind it. No other problem of our time is rooted so
deeply in the past.” – Palestinian Commission, 1937
The world’s most controversial and tragic conflict is found in the Holy Land
where three main religions come together, however, for more than 50 years people
are not able to achieve peace. The Palestinian-Israeli conflict refers to boundary
struggle between Palestine and Israel. The conflict has been of varying intensity with
periods of oppressive military war and long periods with the violence of lowintensity. While there are adequate explanations for the religious, political, and
sociological effects of the conflict, the economic perspective remains insufficiently
studied.
The latest attempts for the peace negotiations process failed, leading to
escalation of tensions and the Second Intifada in 2000. The West Bank Barrier
project has been proposed by Israeli authority with a goal to reduce the number of
terrorist attacks and stabilize the situation in the region. In 2004 the UN Security
Council passed Resolution 1544 which required Israel to abide by its international
obligations. On July 9, 2004, the International Court of Justice announced that part of
the West Bank Barrier occupies the Palestinian territory that violates international
law and status quo of Jerusalem, therefore, the construction of the Israeli West Bank
Barrier should be suspended and dismantled. Israel did not recognize the Court’s
jurisdiction and continued performing the works on the barrier. Israel claims that the
barrier’s existence is indispensable for security, while the Palestinian side affirms that
the barrier was set by Israel to occupy a part of Palestinian territories under the
pretext of security.
The purpose of this thesis is to analyze the Israeli-Palestinian conflict and
estimate the impact of the Israeli West Bank Barrier and the Second Intifada on
economic development by using the synthetic control method by Abadie and
Gardeazabal (2003) and its most recent extension, the augmented synthetic control
method created by Ben-Michael (2018). The results indicate that Israel benefits from
the West Bank Barrier, in 10 years the country managed to completely recover from
the substantial negative effect of the Second Intifada. The West Bank experienced a
decline in GDP per capita at the beginning of construction since the Barrier damaged
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properties located close to the construction, introduces tougher restrictions on the
trade of goods/services and movement of people. Couple years later the situation
stabilized, however, the West Bank was not able to achieve a full recovery from the
Second Intifada, GDP per capita growth was limited while its dependency on Israel
substantially increased after the Barrier construction.
The estimations for the whole of Palestine show negative impact, however,
that is also contributed by the Palestinian Civil War, a conflict between the main
Palestinian political parties, Hamas and Fatah, in the Gaza Strip. Hamas gained
absolute control over Gaza Strip and West Bank remind under Fatah. The separation
resulted in a more sizable difference in the economic structure of two Palestinian
regions. We do not perform separate empirical estimation for the Gaza Strip since the
region is in the state of armed conflict with Israel. The Gaza Strip regularly
experiencing extensive attacks, including airstrikes, therefore, its situation is
extremely unstable. Application of the augmented synthetic control generated a
similar outcome but with smaller standard errors.
This thesis is organized as follows. Chapter 2 provides a background study on
the conflict, exploring the meaning of the Palestinian land, origins, and development
of the Israeli-Palestinian Conflict. We also discuss the current status of the conflict
and the possibility of the two-state solution. Chapter 3 focuses on economic
differences between the states, dependency of Palestine on Israel and the role of the
Israeli West Bank Barrier. Chapter 4 describes the applied methodology and data. We
provide a literature review on the synthetic control method and explain the estimation
process. Chapter 5 deals with the empirical results for GDP per capita in Israel,
Palestine and the West Bank. Chapter 6 is the conclusion.
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2 Israeli-Palestinian Conflict
2.1 Meaning of the Palestinian Land
The Palestinian territories cover areas in the West Bank and the Gaza Strip
that are contested between Israel and Palestine as a part of their national territories.
LeVine and Shafir (2012) note that the State of Palestine claims East Jerusalem to be
its capital, but due to the conflict, the administrative center of Palestine is currently
located in Ramallah. Israel doesn’t recognize the legitimacy of the State of Palestine,
and the two are in a state of the ongoing conflict. There are many different factors,
which emphasize the importance of Palestinian lands, namely political, economic,
territorial, and religious factors, each deserves particular attention.
According to LeVine and Shafir (2012), the political importance of the
Palestinian land can be explained by the geopolitical consequences for Israel and
Palestine. Israel has strained, and often antagonistic relationships with Arab states in
the Middle East. Thus, Israel invests steadily in the development of a powerful
defense system and up-to-date military. Exerting control over the Palestine lands is
important for Israel in the geopolitical context for the purpose of maintaining the
country’s image in the Middle Eastern region and for showing its rivals that Israel is
ready to withstand the existing military threats and will not cede any part of its
territories. Moreover, even partial concessions are unacceptable for Israel, as this
could provide Palestine with levers to put tensions on the international community for
further constraining Israel to subsequent territorial concessions.
For Palestine, on the contrary, control over the Palestine lands is associated
directly with the very opportunities of geopolitical existence, as these lands constitute
the State of Palestine’s claimed territories. According to Parsons (2005), all of
Palestine’s institutions are located in these territories. The international support that
the State of Palestine has been able to achieve in the international arena is built
largely on the support for Palestinian lands as well. Ceding even a part of these
territories to Israel would mean losing geopolitical authority in the Middle East. At
the same time, for both Israel and Palestine any changes in the structure of their
territorial control in the region would mean elevated risks of triggering larger
conflicts in the region, and hence greater threats of a large-scale war, which only
emphasizes further the political weight of Palestinian lands.
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Analyzing the economic importance of Palestinian lands, it is worth citing
Niksic et al. (2014), who state that natural resources available in Palestine include
magnesium and potash deposits, and gas fields in the Gaza Strip. However, the State
of Palestine doesn’t have any control over these natural resources: magnesium and
potash deposits are controlled by Israeli settlements. At the same time, Palestine
hasn’t been able to develop its gas fields as Israel is running an ongoing blockade of
the Gaza Strip. As a result of these activities, the State of Palestine is cut off of
important sources of budget proceeds, and the economy of Palestine is dependent
largely on proceeds from agriculture. For Israel, it is important to maintain control
over Palestinian resources in order to deprive the Palestinian state of its opportunities
for economic growth and for more intensive involvement in international economic
relations.
Saleh (2014) notes that another factor emphasizing the geopolitical
importance of Palestinian lands is their strategic location. Being located in the Middle
East, Palestine and Israel lie on the crossroads between Europe, Asia, and Africa.
Thus, the region is located on important trade roots and plays an important role in the
development of the geopolitical situation in a larger context. Moreover, a large part of
the Palestinian territories is covered by mountains, which would serve as important
natural fortifications for Israel encircled by rival Arab states. At the same time, the
Gaza Strip has access to the Mediterranean Sea, and holding control over it would be
important for Israel for enjoying the free access to the entire coastal area for trade and
for military purposes.
According to Breger et al. (2013), of significant importance is also the
religious factor. In this context, it is worth noting specifically Jerusalem, which both
Israel and Palestine claim to be their capital. Jerusalem is seen as the holiest city in
Judaism and the most important religious center for the global Jewish community.
Connections between Jerusalem and the Jewish people can also be found in the
sacred texts of the Christian religion. At the same time, Jerusalem is also considered a
sacred site by the followers of Islam. Both parties believe that losing their share of
control over the territories would lead to the establishment of the domination of the
other religion, and thus to their ultimate deprivation of major sources of their
religious self-identity.
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2.2 Origins of the Israeli-Palestinian Conflict
In order to understand the origin and the reasons of the ongoing conflict
between Israel and Palestine, it is worth first providing a concise historical overview
of the events which preceded the current situation and understanding the main
milestones of these events and the main preconditions which they created for the
antagonistic struggle between Israel and Palestine.
According to Gorden et al. (2014), the origins of the Israeli-Palestinian
conflict can be traced back in the late XIX-early XX century. Before the outbreak of
World War I, the territories of the Middle East, including the territories that are
currently under the control of Israel and Palestine, were a part of the Ottoman
Empire. These territories were inhabited mostly by local Muslims. The Zionist
movement promoted the need to form a national state for Jews in the region, and thus
it claimed its authority over the lands inhabited by Palestinians. This provoked a
negative reaction on the part of the local Muslims and was one of the main factors
which preconditioned the growth of Arab nationalism in the region. In contrast to
Zionists, Arab nationalists showed their loyalty to the Ottoman Empire, and therefore
gained opportunities for the development of their movement. The Zionist movement
funded the purchase of lands from Muslims in Palestine. This only provoked further
greater disagreements between the local Muslims and the Jews.
Gorden et al. (2014) note further that during the early period of World War I,
the Allied Powers reached an agreement with the Arab leaders that they would
recognize Arab independence from the Ottoman Empire in exchange for the Arabs’
revolt against the Ottoman rule (as the Ottoman Empire had joined the Axis powers
together with Germany). After the Ottoman Empire’s defeat in World War I, the
territory of Palestine fell under the control of the British military administration. In
1923, Britain passed its mandate over a part of Palestine’s territory to the Hejaz
region’s ruling dynasty. This period was marked by a massive return of Jews from
Europe, where anti-Semitic tendencies were on the rise. Together with Britain’s
recognition of Arab sovereignty in a part of Palestine, the Zionist movement
intensified its activities. Local Muslims were dissatisfied with the steadily increasing
inflows of immigrants, which gave rise to growing anti-Semitic tendencies. By the
late 1920s, clashes between Jews and Palestinian Muslims started occurring more and
more often. Britain proposed a two-state solution in 1937 when the Peel Commission
offered to divide the territory of Palestine into two states. This plan was rejected by
the Arab leaders. As a result of this and subsequent failures, in 1939, the British
Government offered a one-state solution, according to which Palestine would gain
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authority over its lands, and there would be restrictions imposed on subsequent
immigration of Jews from Europe.
As noted by Black (2017), during the development of the World War II
events, the Palestinian leaders entered into relationships with Nazi Germany. They
saw it as an opportunity to limit subsequent spreading of Israeli influence in the
region, and thus to guarantee the existence of the independent Arab state. This caused
deterioration in the relationships between the Palestinians and Britain.
As described by Pappé (1994), after the end of World War II, in 1947, the
United Nations developed a plan according to which the territory of Palestine was to
be divided into three major parts, namely the Arab State, the Israeli State, and the city
of Jerusalem. Both the Arab and the Jewish sides rejected the proposed plan, which
they saw as a limitation of their powers in the region. In 1948, Israel declared its
independence. As the British mandate over Palestine was over, a war started between
Israel and the Arab states of Egypt, Iraq, Jordan, and Syria. The alliance of Arab
states sought to regain full control over the territories of Palestine. As a result of this
1948-1949 War, Israel defeated the Arab states and seized a part of lands that had
been aimed to be incorporated in the Arab State. These events were accompanied by
great casualties among civilians and by growing ethnic tensions. After the 1948-1949
War, the conflict between Israel and Palestine became antagonistic and violence
became inevitable.
According to Popp (2006), in 1956, as a result of Israel’s military intervention
in Sinai, the Jewish State made Egypt recognize its access to the Straits of Tiran.
However, in 1967, the Egyptian government prohibited the entry of Israeli vessels
into the Straits and deployed troops on the Egyptian-Israeli border. On June 5, 1967,
Israel ran a series of airstrikes against the Egyptian military. Syria, Iraq, Jordan, and
Lebanon intervened in support of Egypt. However, as a result of Israel’s successful
counterattacks, Israel seized East Jerusalem, the West Bank, and the Goal Heights.
By the end of the Six-Day War, Israel was able to expand significantly its territories
in Palestine and contributed to Israel’s establishment as a military and geopolitical
leader in the region. This ignited further the tensions between Israel and the local
Arab population against the background of continuing ethnic struggles.
According to Rosenberg (2003), throughout 1967-1973, Palestinian militant
groups ran a series of attacks against Israel. They used the territory of South Lebanon
for carrying out strikes against the Israeli military. In 1973, the so-called Yom Kippur
War started, as Egypt and Syria launched an attack against Israel. Despite the initial
success achieved by the Arab coalition backed by the Soviet Union, Israel, supported
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by the United States, was able to regain all its territories. Nevertheless, even though
Israel won the war, the country’s leadership understood the existing threats. As a
result of the attempts to build peaceful cooperation with Egypt, Israel returned the
Sinai Peninsula to the Egyptian stated, and Egypt became the first Arab state to
recognize Israel in return.
After the end of the Yom Kippur War, the Palestine Liberation Organization
(PLO) made amendments to its program and proclaimed the need to establish
Palestinian national authority on the liberated part of the Arab lands. As the PLO’s
leaders recognized the use of peaceful negotiations as an important tool, this provided
the organization with opportunities to engage in international diplomatic relations.
However, the PLO still saw terrorist attacks as the main tools of its geopolitical
expansion. According to Frisch (2012), in 1982, in order to put an end to the PLO’s
terrorist attacks, Israel started the Lebanon War, which it won. The war was again
accompanied by massacres on ethnic grounds. In 1987, the Palestinian Intifada began
in the lands controlled by Israel. The PLO coordinated the efforts of the rioters. In
1988, the PLO declared the establishment of the State of Palestine. With this
declaration, the PLO recognized the existence of the Israeli state.
Lasensky (2002) describes that in 1993, peace talks started between Israel and
Palestine in Oslo. The PLO undertook to reject any further acts of terrorism against
Israel and agreed to recognize Israel’s right to existence. During the Oslo Process, the
Palestinian side established the Palestinian Authority, and Israel actually ceded a part
of its powers of control over certain regions of the Gaza Strip and the West Bank.
This provided the Palestinian Authority with actual powers and control in political
and economic terms and allowed it acting as a central coordinating body of
Palestinian communities. However, soon accusations followed on the part of Israelis,
stating that the Palestinian Authority was one of the main sources of funding of
terrorist attacks against Israel. In revenge, Israelis started organizing their own
attacks. The Oslo Process was criticized largely by Israelis. In 1995, Israel and the
PLO signed the Israeli-Palestinian Interim Agreement, according to which the first
stage of negotiations between Israel and Palestine had ended, and Palestine was
granted autonomy. Nevertheless, this didn’t relieve the tensions in Israeli society, as
people stood against the loss of territory and didn’t believe that the PLO would
actually end its attacks. In 1997, Israel signed the Hebron Protocol with the
Palestinian Authority, under which Israel redeployed its armed forces in a part of the
territory controlled by the Palestinian Authority. Subsequent lack of progress in peace
negotiations led to the signing of the Wye River Memorandum, which was set to
clarify the implementation process of the previous Interim Agreement. In 2000, Israel
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withdrew its forces from South Lebanon, where they had been present since the end
of the 1982 Lebanon War.
As the peace negotiations process failed to bring the desired results to the
Palestinians as regards the establishment of an independent Palestinian State, an
escalation of tensions ensued. As stated by Waxman (2011), in 2000, the Second
Intifada started. It marked the ultimate failure of the peace process. The Second
Intifada again intensified the occurrence of terrorist attacks on the part of Hamas
against Israeli civilians and military. In 2002, the Arab League developed a plan,
which is offered to Israel for ending the protracted Arab-Israeli conflict. According to
this plan, the Arab states agreed to establish political relationships with Israel in
exchange for Israel’s full withdrawal from the West Bank, the Gaza Strip, and the
Gola Heights. Israel rejected this plan and intensified its military operations against
Palestinian militants, which allowed reducing considerably the number of terrorist
attacks. In 2003, Israel started its unilateral withdrawal from the Gaza Strip, however
maintaining control over the coastline and the airspace.
According to Hogan (2009), with Israel’s withdrawal from the Gaza Strip,
Hamas, Palestine’s largest terrorist group, gained ground for rapid development and
spreading. Israel started running regular bombardments and air attacks against Hamas
in the Gaza Strip. In 2009, Israel launched its ground invasion in the Gaza Strip.
Subsequent years were marked by continued military opposition between Israel and
Palestine. Palestine made an attempt to achieve recognition of the State of Palestine
by the international community through diplomatic mechanisms but failed to achieve
the desired results.
As described by Landler (2017), in 2017, the United States officially
recognized Jerusalem as Israel’s capital and relocated its embassy in Jerusalem. This
act was welcomed largely in Israel, but raised major negative reaction in Palestine, as
the Palestinians see it as a definite act against their people.
Therefore, based on the information presented above, it can be stated that the
ongoing Israeli-Palestinian conflict is rooted deeply in history. The source of the
conflict is the struggle for land, which both Israelis and Palestinians believe to be the
constituting land of their nation states. The whole story of the struggle between Israel
and Palestine in the Middle East has been dominated by mutual violence, which
makes the conflict antagonistic, and which should be considered as one of the reasons
why peace negotiations and search for a compromise never brought any desired
results. Moreover, as Israel is actually landlocked between Arab states, Israel believes
that any concessions in favor of the free state of Palestine might bring major damage
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to Israel’s strength and image in the region, which might raise significantly the risks
of attacks on the part of Arab states. Finally, as the history of the conflict shows, even
when the leaders of Israel and Palestine sought mutual concessions, this was
perceived negatively by the population, who claimed the need not to cede own
territories. This proves that the conflict exists not only on the political level between
the state authorities of Israel and Palestine but also on the ethnic and mental level
between the populations of the two states.

2.3 Development of the Israeli-Palestinian Conflict
In the previous chapter of the thesis, it was noted that on the initial stages of
the emerging conflict between Israel and Palestine, an essential role was played by
Britain, who had its mandate over the territories of Palestine, and by the United
Nations after the end of World War II. In fact, as stated by Popp (2006), the 1947
resolution of the United Nations on the partition of the territories of Palestine acted as
one of the factors promoting the start of the war between Israelis and Arabs.
Thereafter, an important role was played by the Arab states. There were a number of
wars between the Arab states and Israel, as the Arab countries opposed the spreading
of Israel’s influence in the region. Lebanon provided its territories for the terrorist
attacks to be run by Palestinian militants against Israel, and the other Arab states were
involved in direct military conflicts with Israel and acted against the Israelis using
diplomatic means.
However, as Friedman and Yaalon (2018) note, the involvement of Arab
states in the Israeli-Palestinian conflict was not always in favor of the Palestinian
side, but most often the Arab states pursued their own geopolitical interests in the
region. Thus, after the 1948-1949 War, as much as 700,000 Palestinians fled to
nearby Arab states, which created demographic problems. Therefore, the Arab states
promoted the idea of Palestinian refugees’ return to their homes in Israel. This was
seen clearly on the problems in the operation of the United Nations Relief and Works
Agency for Palestinians in the Near East (UNRWA), a body created by the UN
specifically for integrating Palestinian refugees in the host countries. The Arab states
opposed the organization’s activities. Moreover, some Arab states clearly distanced
themselves from the support of Palestinian issues with the course of time. Thus,
Egypt withdrew from any support to Palestine in 1979, when it officially recognized
Israel in exchange for the Sinai Peninsula. In 1988, the same was done by Jordan, as
Jordan surrendered its claim to sovereignty in the West Bank. Saudi Arabia claimed
the need to develop the negotiations process in 2000, a soon as a wave of Palestine-
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led terror occurred in the Middle East, and the Saudi Arabian rulers understood the
threats it imposed on the country’s economic stability.
In the present conditions, the development of the Israeli-Palestinian conflict
cannot be considered separately from the general course of events in the Middle East.
Thus, as Friedman and Yaalon (2018) argue, the current position of the Arab states
and other sides involved directly or indirectly in the Israeli-Palestinian conflict is
preconditioned largely by the development of the Islamic State, the world’s largest
terrorist organization, and the continued Civil War in Syria and Iraq. These events
make the Arab states reject the Palestinian issue as a top priority in the region, instead
of focusing on their own state interests. Thus, Saudi Arabia is engaged in an
economic struggle against Iran, which it sees as one of its economic rivals and a
destabilizing factor due to Iran’s nuclear program. Egypt is preoccupied with the need
to prevent further spreading of ISIS in the Sinai Peninsula and in Libya. In Jordan,
ISIS represents a direct threat to the ruling Hashemite dynasty. According to
Friedman and Yaalon (2018), “The Arab people likewise see the Palestinian issue as
a less pressing concern. An annual survey of young people in the Arab world,
conducted by ASDA’A Burson-Marsteller, revealed that the respondents considered
the region’s main threats to be ISIS, as well as high unemployment, partly because
the latter contributes to the growth of the former.” Moreover, with the course of time
(and namely in line with the development of ISIS and the Syrian Civil War), the
attitude of the Arab states toward Hamas worsened significantly. The financing of the
Palestinian land by the Arab states dropped more than 1.5 times.
Therefore, it can be stated that as of today, the support of Palestine has been
excluded from the top priorities of the Arab states’ international geopolitical agenda.
Nevertheless, this issue is still important, as the Arab states understand that it might
act as an important lever of tensions against Israel and as a constraining factor.
It is worth noting, in particular, the involvement of Iran in the conflict, as
Israel tends to see Iran as one of the main threats to regional security and stability due
to its nuclear program. According to Sachs (2014), Iran was involved in the support
of PIJ, a terrorist group that acted in Israel in the 1990s. Both Iran and Syria have
been providing military supplies to Palestinian militants in the Gaza Strip. The
relationships between Shi’a Iran and Sunni Hamas are significantly harder and more
strained, but Israel still recognizes the existing threat, given Iran’s support of
Palestine.
Another common trait in the development of relationships between Israel and
the Arab states in the Middle East as of today is the growing cooperation between
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Israel and Sunni Arab states. Thus, as Friedman and Yaalon (2018) explain, one of
the reasons for which Sunni Arab states have been decreasing their support of
Palestine lately is the economic prospects they see in cooperation with Israel. The
Sunni Arab states and Israel cooperate in the field of energy production and supplies
and have a mutual investment. A common issue for them is to find a solution to water
shortages. The main obstacle to the normalization of such states’ relationships with
Israel as of today still remains the vast popular support of Palestine among these
states’ Arab populations.
Furthermore, it is important to highlight the role of global superpowers and
their engagement in the continuing Israeli-Palestinian conflict. According to
Freedman (2010), before the mid-2000s, Russia had been developing ties with Israel,
which was specifically important against the rise of Islamic fundamentalism in
Chechnya and Dagestan. However, by the mid-2000s, Russia started building close
relationships with Syria, Iran, Jordan, Saudi Arabia, and at the same time established
contacts with political and terrorist groups Hamas and Hezbollah. This was seen by
Russia as a step against the spreading of the United States’ power in the Middle
Eastern region and as a way to procure Russia’s domination. In 2005, Russia wrote
off a large part of Syrian debt to the USSR and entered into a deal for supplies of
nuclear fuel to Iran. Russia opposed sanctions against Hezbollah, which made the
relationships with Israel deteriorate significantly. According to Rasgon (2018), in
subsequent years, Russia led a somewhat bifurcated policy toward Israel: the Russian
government maintains cooperation with both Israel on the one hand and Hamas on
the other hand. Hamas sees Russia as a key actor against Israel in the region,
specifically in the light of the US’ recognition of Jerusalem as the capital of Israel.
The relationships between the United States and Palestine have remained
strained throughout recent years, and the US has been continuously supporting Israel
in diplomatic terms. As noted by Landler (2017), the recent step undertaken by
President Trump to recognize Jerusalem as Israel’s capital became a new milestone in
the US’ policies in the Middle East, and it marks another coil of opposition between
the US and Russia in the ongoing Israeli-Palestinian conflict.
As for the engagement of international organizations, the United Nations has
played an important role in the ongoing conflict between Israel and Palestine. Among
the recent cases of involvement, it is worth noting the 2011 UN Resolution
condemning the establishment of Israeli settlements on the territory of Palestine. In
2012, Palestine was granted a non-member observer status in the UN. Also, the UN
consented to use the terms ‘State of Palestine’ in its official documents. In 2018, the
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UN Security Council confirmed its commitment to the support of a peaceful
resolution of the Israeli-Palestinian conflict (Haughton 2018).
According to Lazaroff (2018), the European Union’s position in the IsraeliPalestinian conflict is neutral. The EU develops relationships with both Israel and
Palestine. Namely, the European Union provides financial aid to Palestine for the
development of a democratic society. Also, the EU has condemned President
Trump’s recognition of Jerusalem as Israel’s capital, as this might bring damage to
the peace-building process between Israel and Palestine, and more largely in the
Middle East.
One of the organizations operating on the international scale worth particular
attention within the framework of this research is Boycott, Divestment and Sanctions,
commonly referred to simply as BDS. As noted by Mendes and Dyrenfurth (2015),
this non-profit organization was established in 2005, and it positions itself as an
organization promoting various forms of boycott against Israel. The organization
supports Palestine clearly in the ongoing conflict, as it claims that Israel should
withdraw from the occupied territories, should provide equal rights for Arab citizens,
and also promote the idea of an independent State of Palestine. Also, the organization
supports the return of Palestinian refugees to their homes. BDS organizes various
events and demonstrations aimed to raise social awareness and to focus the attention
of society on the existence of the Israeli-Palestinian conflict and its outcomes. The
organization resorts to the wide use of online social media in order to mobilize its
supporters from all over the world and to promote its messages among wider
audiences. Despite the claims of the BDS activists, the Palestinian authorities’
position is rather more moderate in terms of the aforesaid issue, as they promote a
boycott of only those foods that were produced in Israeli settlements in the Gaza Strip
and the West Bank. The Israeli authorities oppose directly any claims of boycott
against their country. In 2017, Israel passed a law prohibiting any person who had
ever called for a boycott of Israeli goods to enter Israel. A number of the UN member
states blamed BDS for promoting antisemitism and hate on racial grounds.
Therefore, based on the information presented above, it can be stated that the
ongoing conflict between Israel and Palestine is very complex and far from over. In
addition to the antagonistic relationships between Israel and Palestine, the
development of the conflict is also characterized by the involvement of many third
parties, including both states and international organizations, which pursue their own
interests in the region.
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2.4 The Two-State solution
As noted by Rees (2014), the term ‘two-state’ solution is used in relation to
the Israeli-Palestinian conflict. It describes a solution based on simultaneous
recognition of an independent State of Palestine and an independent State of Israel.
The proponents of this solution argue that it would put an end to the protracted
Israeli-Palestinian conflict and would contribute to the establishment of peace in the
entire Middle Eastern region. The achievement of a two-state solution would allow
both Israel and Palestine have their own nation-states, and thus would allow ending
the existing struggle. However, while a two-state solution might indeed be beneficial
to the establishment of peace in the Middle East, this issue is controversial, namely
due to the fact that both states do not accept the conditions promoted by the other.
Finding a compromise would require both Israel and Palestine making territorial and
political concessions, which is currently unacceptable for the two states.
According to Popp (2006), the history of the two-state solution dates back to
1937, when the Peel Commission proposed to divide the British Mandate of Palestine
into an Arab and a Jewish state, which project was blocked by the Palestinians. The
next milestone was the 1947 UN Partition Plan, which aimed to divide the territory
into the State of Palestine, the State of Israel, at the same time submitting the City of
Jerusalem under international control. As described earlier in this thesis, the UN
Partition Plan was perceived negatively by the Israelis and the Palestinians and
became one of the factors, which triggered the 1948-1949 War. In the 1970s, the
Palestinian side confirmed for the first time its willingness to achieve a two-state
solution. The United Nations promoted the achievement of a two-state solution,
however within the pre-1967 borders. This was unacceptable for Israel, as this would
mean a considerable loss of territories and geopolitical concessions to Palestine.
Figure 2.1 Historical Options of a Two-State Solution

Source: Rees 20014
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The map above (figure 2.1) illustrates how the territorial possessions of Israel
and Palestine changed with the course of time. As noted by Rees (2014), “This ‘twostate’ solution is a vanishing possibility on the ground, but it is also an increasingly
impossible political solution. The Israelis are not going to accept it and even the
slightest moves towards Palestinian statehood, like recent recognition at the UN, are
met with outright rejection by Israel.” According to the researcher, the main factor,
which preconditions the lack of opportunities to achieve a two-state agreement as of
today, is the fact that Israel and Palestine have both their territorial aspirations.
Palestine only accepts a two-state solution that would restore the pre-1967 situation.
For Israel, it is unacceptable: as can be seen from the map illustrated above, accepting
these conditions would entail the need for Israel to make serious territorial
concessions. This would provoke not only considerable economic losses but also
major damage to Israel’s image as a regional geopolitical and military leader. Such
concessions would impose potential risks of Syria’s claims over the Golan Heights,
and the overall intensification of tensions due to Arab states’ understanding of
Israel’s weakness. Furthermore, it would also impose the need to relocate a large part
of the Israeli population from the settlements in the West Bank.
On the other hand, while Palestine doesn’t agree to any other conditions
within a two-state agreement, except for the pre-1967 territorial distribution, it should
be noted that there is another important political reason preventing the achievements
of such an agreement. According to Rees (2014), the political popularity of Hamas
among the Palestinians is significantly greater when Palestine is at war with Israel
rather than when the two parties search mutual compromise. The same can be stated
to some extent of Israel. Therefore, accepting mutual territorial concessions could
bring major political damage to the Palestinian and Israeli authorities respectively.
Furthermore, an additional obstacle to the achievement and implementation of
a two-state solution is the occurrence of clashes between the Israelis and the
Palestinians. Mutual ethnic and religious tensions increase negative attitudes toward
mutual compromise. As noted by Seddon (2018), in 2018 the UN condemned Israel
for excessive force used against Palestinian demonstrators. These events again
emphasized and highlighted that no two-state solution can be achieved as of today.
This also sparked debates on the need to deploy a UN peacemaking mission in the
Palestinian region and to ensure partition based on the UN’s decision. According to
Nadja Hijab, the leader of Palestinian Policy Network Al-Shabaka, “A UN mandate
over the occupied territories is worthy of serious consideration. Israel has made no
secret of its project to colonise and annex occupied territory, and indeed has annexed
Palestinian East Jerusalem and Syria’s Golan Heights.” (Seddon 2018).
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Moreover, Donald Trump had claimed he would like to act as a mediator to
the Israeli-Palestinian conflict with a two-state solution when his presidency started.
However, with the US’ recognition of Jerusalem as Israel’s capital, the United States’
role as a mediator is rather impossible as of today. Moreover, this action only further
ignited tensions between the local Israelis and Palestinians. At the same time,
according to the British Government (2018), the United Kingdom expresses its hope
for renewed two-state solution negotiations between Israel and Palestine, but British
officials are concerned with Israeli actions for deepening their presence in the West
Bank through expansions of their settlements.
In addition to a two-state solution, there are other options for resolving the
conflict considered by adepts of different political movements. Thus, as noted by
Keinon (2017), Moshe Feiglin, a former member of far-right Likud political party, is
an advocate of Israel’s active policies to regain full sovereignty over Judea and
Samaria. This plan assumes that Israel should use military force, while the local Arab
population should either accept Israel’s authority or flee. A totally different plan is
offered by Israel’s Deputy Foreign Minister Tzipi Hotovely, who proposes to take all
the land from the Mediterranean to the Jordan (except Gaza) and re-divide it along
demographic lines. Yoaz Hendel, the head of the Institute of Zionist Strategies,
argues that Israel should “gradually annex the settlement blocks, and – as a result –
the PA’s status would be upgraded to a demilitarized state with temporary borders. In
the “disputed territory,” the Israelis and Palestinians would carry the citizenship of
their own state, and security supervision would remain in Israel’s hands.” (Keinon
2017).
Therefore, it can be stated that as of today, despite the efforts which have
already been made, the achievement of a two-state solution between Israel and
Palestine seems rather impossible in the near-term perspective due to a range of
historical and geopolitical factors.
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Economic

3.1 Divergence and Codependency
There are significant differences in the level of economic development of
Israel and Palestine. Israel is significantly more developed, and its economy has
greater prospects for subsequent economic growth. Also, Israel is rather independent
in its economic policies, while Palestine is significantly dependent on foreign aid, and
the country doesn’t have opportunities for improving the situation in the near future.
In these terms, one can speak only partially of Palestine’s internal economic
problems. One of the most important factors is Palestine’s great dependence on Israel
and Israel’s economic policies aimed to isolate Palestine and deprive it of
opportunities to achieve effective economic growth.
As noted by Amit (2017), one of the main factors constraining Palestine’s
economy is the customs union with Israel formed under the so-called Paris Protocol
signed between Israel and the Palestine Liberation Organization in 1994. According
to this Protocol, Israel controls completely all borders, including the borders of
Palestinian territories. Palestine is deprived of any independent access to foreign
trade. As a result, this only raises further Palestine’s dependence on imports and the
country’s vulnerability given its week domestic economy. In the Gaza Strip, illegal
trade is developed. Nevertheless, importers in the Gaza Strip are forced to pay
appropriate excise duties and taxes to Israel on goods imported via the Israeli
territory. Arnon and Bamya (2015) explain that Palestine was forced to accept the
Israeli requirements of a customs union. The other option was a free trade agreement,
however, this would have created a labor border between Israel and Palestine, and
this would have prevented Palestinians from working in Israel. Israel, in its turn, is
using the situation for its own benefits and manipulates the Palestinian side with
possible border closing when tensions between the two tend to rise.
Palestine is significantly dependent on Israel in terms of the labor market. As
Arnon and Bamya (2015) note, as of 2012, 15% of Palestinians from the West Bank
were working in Israel, and their absolute number kept growing. Another important
problem is that there are significant differences in wages: in Israel, the average pay
per hour is twice as high as in Palestine. As a result, wage income generated in Israel
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accounts for over 25% of all wage income generated in the West Bank. Amit (2017)
emphasizes that the Palestinian Authority cannot modify the tax rates according to its
needs: taxes imposed on workers’ income in Israel are smaller, and therefore there
are lost budget proceeds for Palestine.
The United Nations General Assembly (2016) notes further that the great
dependence of the Palestinian labor market on the Israeli one has caused growing
wages in Palestine. However, domestic productivity isn’t growing, which means that
the current structure of relationships between Israel and Palestine in the labor market
only provokes greater disproportions in the Palestinian economy. Another
consequence of Palestinian workers’ greater wages in Israel is the fact that their
demand grows. However, the Palestinian economy cannot satisfy their growing
demand. As a result, a large share of their wage income generated in Israel is used for
financing imports which come from Israel. This highlight furthers the Palestinian
economy’s great dependence on the Israeli market. Also, this is one of the main
factors stimulating non-tradable sector (construction and services), and this explains
the previous findings of the thesis in terms of the small shares of agriculture and
industry in the structure of Palestinian GDP.
The economic policies undertaken by the Israeli government also restrict the
opportunity of Palestinians to run effective trade activities. Thus, as noted by the
United Nations General Assembly (2016), “In Gaza, half of the cultivable area and 85
percent of fishery resources are inaccessible to Palestinian producers… Israel has
been extracting water… by confiscating 82 percent of Palestinian groundwater for
use inside its borders or its settlements, while the Palestinians are left with no choice
but to import from Israel over 50 percent of the water needed for consumption.”
Arnon and Bamya (2015) state additionally that a considerable negative factor for
Palestine is the fact that the Gaza Strip and the West Bank, in fact, act as separate
economies, with no direct access between them. At the same time, Israel blocks the
movement of Palestinian goods and development of Palestinian companies in the
regions of East Jerusalem, which deprives Palestine of its potential major business
center.
The UNCTAD (2018) notes that “Israel has restricted Palestinian telephone
providers with respect to the bands they can use. As a result, Palestinian providers
cannot compete with providers in Israel, leading many Palestinians to use the latter.
This restrictive practice limits Palestinian economic development by placing
Palestinian firms at a disadvantage.” At the same time, Israel’s continued expansion
of its settlements in the West Bank and the economic barriers established by Israel for
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Palestine’s trade deprived Palestinians of a large share of their lands and blocked
possible investment in the Palestinian economy from abroad. Israel also controls a
large share of Palestinian territories which represent great tourist interest, as a result
of which Palestine has very limited opportunities of development of the tourism
sector.
Arnon and Bamya (2015) explain further that the economy of the Gaza Strip
is significantly less developed than the economy of the West Bank. It is almost totally
dependent on the imports of raw materials, consumer goods and a range of
agricultural products. The partial relaxation of Israeli tax restrictions in 2010
concerned only imports, while the Gaza Strip’s exports to Israel, its only export
market, are almost totally prohibited.
Another essential factor of Palestine’s economic dependence on Israel is the
fact that the Palestinian territories do not have their own national currency. Thus,
according to Amit (2017), the most widespread currency in the Palestinian territory is
the Israeli shekel, and most transactions between both individuals and companies are
carried out in the shekel. Therefore, the Palestinian Authority doesn’t have any
effective levers of monetary policies, and the entire economy of Palestine is
dependent on the monetary policies of the Israeli central bank. Furthermore, as Amit
(2017) notes, a considerable problem for Palestinian companies is that while the main
currency used in the Israeli shekel, Israeli banks rarely extend credits to companies in
the West Bank due to the risks of non-repayment. As a result, Palestinian companies
have very limited opportunities for economic growth based on borrowed funds.
According to the UNCTAD (2018), further expansion of Israeli settlements in
the West Bank is another considerable economic restriction for Palestine. Namely,
Israel is fragmenting Palestine’s territory through the construction of own settlements
and infrastructure objects, making the Palestinian population in the West Bank totally
dependent on Israel and depriving it of natural resources. The growing network of
Israeli settlements in the West Bank and of Israel’s economic activities in the region
causes internal displacement of Palestinians, and thus further raises the costs borne by
the Palestinian territories in relation to the aforesaid displacement. This also affects
considerably Palestinian private ownership and brings great losses to the corporate
sector. The construction of a separation barrier currently led by Israel in the West
Bank causes new disruptions to the Palestinian economy and limits further its growth
prospects. Moreover, the UNCTAD (2018) believes that Israel deliberately refrains
from its obligation to ensure economic development of the Palestinian territories
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under its control. Israel’s military operations carried out in these territories are
inconsistent with the obligation to ensure their economic development.
Reed (2017) states that Israel is not wishing to give any economic concessions
to Palestine. On the contrary, Israel is clearly using the situation in order to put
additional tensions on Palestine. This allows Israel acting from the position of force
and rejecting Palestinian claims in the solution of the ongoing conflict. On the other
hand, the aggressive economic policies undertaken by Israel against Palestine are also
one of the causes of continued opposition and ethnic tensions between the two.
Based on the findings of this research, it can be stated that Palestine is greatly
dependent on Israel in economic, and hence in geopolitical terms. In fact, Israel
controls totally Palestine’s opportunities of foreign trade, has a great impact on the
Palestinian labor market, dominates the financial market with the shekel, etc. At the
same time, Israel’s geopolitical steps, namely the policies related to an Israeli
settlement in the West Bank, testify that Israel is willing to continue its current
policies, without providing any relaxation of restrictions to the Palestinian territories.
Given the great disparities between the economic development of Israel and
Palestine, it can be concluded that Palestine’s opportunities for further development
are very limited, and Israel has important levers of economic tensions in terms of the
ongoing conflict.

3.2 The West Bank Barrier
The Israeli West Bank Barrier is a separation barrier between the West Bank
territories controlled by Israel and by Palestinian Authority and it is often viewed as
the main obstacle to the economic growth and development in Palestine. Israel claims
that the barrier’s existence is indispensable for security, while the Palestinian side
affirms that the barrier was set by Israel to occupy a part of Palestinian territories
under the pretext of security.
Israeli authority approved the project in June 2002, during the second Intifada,
a Palestinian uprising against Israel. However, as highlighted by Waxman (2019), the
historical roots of the barrier location date back to the 1949 Armistice Agreements
between Jordan and Israel and the establishment of the so-called Green Line. The
Green Line was the demarcation line that in fact delineated the area controlled by
Israel and confined the territory of the Israeli state, which establishment was
proclaimed on 14 May 1948. In 1967, as a result of the Six-Day War, Israel extended
its borders by capturing the Gaza Strip, the Sinai Peninsula, the Golan Heights, and
the West Bank. Since then, a common issue for Israel was to ensure proper security
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of its citizens and claimed territories given the ongoing conflict with Palestine. The
resulted barrier’s route goes along the Green Line mentioned above, however, also
diverging from it and cutting partly into the Palestinian territories, which isolates as
much as almost 10% of the Palestinian lands from the rest of the territory and gives
birth to claims that the West Bank Barrier is a tool of the Israeli occupation. At the
same time, Israel justifies this divergence from the Green Line by the geographical
specifics of the territory.
By 2006 over 360 km was completed, which is approximately 50% of planned
708 km, however, by that time the impact of the Barrier has already become
noticeable, more than 200 thousand Palestinians who lived close to the borders got
separated from their farms, villages or were forced to leave their homes by Israeli
army, on the other hand the construction demanded high investment from Israeli side
since each kilometer of the Barrier costed around $2.2 million.
One of the main reasons for the construction of the barrier as explained by the
Israeli authorities was the need to stop the Second Intifada, reduce the number of
terrorist attacks, suicide bombers and rebellions of Palestinians. With the completion
of the project’s major part, greater control ensure at checkpoints and the more
effective organization of defense systems along the barrier, the number of terrorist
attacks in Israel was reduced considerably.
However, as claimed by the Palestinians and the critics of the barrier, there
are several hidden reasons for this construction. On the one hand, this is the desire to
run occupation of a part of Palestinian territories as noted above. On the other hand,
as Vallet (2004) notes, critics claim that the West Bank barrier is destined to create
isolated socio-economic clusters of Palestinians, running ethnic segregation and
applying tensions onto those Palestinians who remain living in confined territories
controlled by Israel. Using such policies, Israel gains greater levers in the opposition
with Palestine in both military and diplomatic terms. Among the main factors of
criticism are noted the lack of free access to medical services and violations of
Palestinian human rights.
At the same time, it should be understood that the West Bank barrier limits
trade flows from Palestine and affects the economic development of the region,
which can be seen as another major goal of Israel in operating the barrier. As the
result of the barrier construction, Palestinian borders came under the total control of
the Israeli authorities, complicating the movement of people and transportation of
goods and services, causing a decline in Palestinian GDP and enormous phycological
distress for Palestinian citizens (Yehezkel Lein, 2003; UN, 2012).
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In 2004 the UN Security Council passed Resolution 1544 which required
Israel to abide by its international obligations. On July 9, 2004, the International
Court of Justice announced that part of the West Bank Barrier occupies the
Palestinian territory that violates international law and status quo of Jerusalem,
therefore, the construction of the Israeli West Bank Barrier should be suspended and
dismantled, however, no real actions have been taken (International Court of Justice
Advisory Opinion, 2004). Israel did not recognize the Court’s jurisdiction and
continued performing the works on the barrier, which testifies the project’s
importance for the country.
Starting from the beginning of construction, the West Bank Barrier was a
center of heated debates about which side is going to run the highest economic costs
or benefits from the project. On the one side, Israel bears high expenses of
maintenance of the Barrier and checkpoints, on the other, Palestine lost freedom of
movement and one of the most fertile parts of the land. At the same time, Israel
considers the Barrier to be beneficial for both sides, stating that it made life safer for
both Israeli and Palestinian citizens and promoted economic stability. According to
Israeli Ministry of Defense, from the beginning of construction of the Barrier the
violent attack on Israeli citizens decreased by more than 90%, which allowed Israel to
concentrate more on stabilization of its economic situation.

3.3 The West Bank Barrier and the Cost of Conflict
There is a number of studies are dedicated to the analysis of the economic
impact of the West Bank barrier. Some of these works are listed below.
T. Sadeq and M. Lubrano (2018) consider poverty dynamics in the West Bank
under the impact of the barrier. For this study, the author used the model developed
previously by Cappellari and Jenkins based on repeated cross-sections. Using panel
data, the authors analyze poverty persistence and exit from poverty in periods under
the influence of the West Bank Barrier. With the Bayesian approach, the authors
derive a conclusion that the wall has “a large impact on poverty dynamics in the West
Bank.”
F. Oberholzer (2015) analyzes the impact of the West Bank Barrier on the
Palestinian labor market. The researcher develops an own model based on an
assumption that the construction of the wall is an exogenous factor in relation to the
Palestinian labor market. The author also assumes that the intensity of the conflict on
the border affects directly the internal labor market dynamics in Palestine. For
calculations, the author uses econometric analysis in the form of panel data
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regressions. The dependent variables included in the analysis are the unemployment
rates, labor force participation rates, real wages, and the shares of different sectors in
employment. Through this analysis, the researcher comes to a conclusion that the
labor market is not affected significantly by the construction of the barrier in the
short-term perspective, but the long-term outcomes are negative, as labor force
participation decreased significantly in Palestine.
While the works above aim at analyzing the economic impact of the West
Bank Barrier by quantifying its effects through econometric models, most studies do
not elaborate any distinctive model and mainly reside on the Barrier’s qualitative
parameters. For example, the study by B. Sabella (2007) investigates the
socioeconomic impact of the West Bank Barrier simply by analyzing numerical data
available from secondary sources such as the dynamic of population mobility, access
to health services, separation from relatives, changing place of residence, etc.,
deriving implied conclusions and possible further scenarios for the population
inhabiting the West Bank. As the author notes, “Israel's separation wall poses social,
economic, health, and educational challenges to the population of East Jerusalem…
the long-term effects on the entire city would spell dire socioeconomic
consequences.”
T. Abdallah and Km. Swaileh (2011) analyze the economic impact of the
West Bank barrier on the Palestinian territories through the situation with biodiversity
in the region. The authors’ study is based on an investigation of data available from
secondary sources. Additionally, they resort to polling in order to learn the locals’
opinion on the impact of the wall. The authors prove that the West Bank Barrier
affects negatively biodiversity in the region, which translates into the region’s overall
poorer economic condition.
D. Cohen (2005), analyzes the negative impact which the construction of the
West Bank Barrier has on the situation with healthcare in the region, and namely in
the “seam zone”. The author highlights the dire situation with emergency healthcare
and with people’s significantly complicated access to medical services, however
without quantifying such claims.
Therefore, it can be stated that today, the economic impact of the West Bank
Barrier remains insufficiently studied. Most researchers prefer using qualitative
analysis instead of quantitative research. This testifies the need to provide a more
comprehensive framework for the quantification of data related to this topic.
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4 Methodology and Data
4.1 Methodology
4.1.1 Synthetic Control Method for Comparative Case Studies
“Arguably the most important innovation in the evaluation literature in the
last fifteen years is the synthetic control method...this method builds on DD
estimation, but uses arguably more attractive comparisons to get causal effects” Susan Athey and Guido Imbens (2016)
The Synthetic control method for comparative case studies has been proposed
by Abadie & Gardeazabal (2003) as an alternative approach for the evaluation of
events or interventions effects. The method estimates the development of the treated
unit in absence of the treatment by using a pool of donor weights that describe how
the treated unit is synthesized by a weighted mix of un-treated control units (StefanKlobner, AshokKaul et al. 2018). The weighted average of untreated units is
conceptualized as a “synthetic” treated unit and compared with the actual treated unit.
In order to derive a reliable result of the events or interventions analysis, the synthetic
unit should mirror the treated unit as closely prior to the treatment.
The method rapidly gained popularity among researchers and has been
already applied in various fields of economics and political science1 to analyze the
1

The synthetic control method was applied in studies on topics of terrorism, civil wars and political

risk (Abadie and Gardeazabal (2003), Abadie et al. (2010), Bove et al. (2014), Li (2012), Montalvo
(2011), Yu and Wang (2013)), natural resources and disasters (Barone and Mocetti (2014), Cavallo et
al. (2013), Coffman and Noy (2011), DuPont and Noy (2012), Mideksa (2013), Sills et al. (2015),
Smith (2015)), international finance (Jinjarak et al. (2013), Sanso-Navarro (2011)), financial policy
(Aregger, Leutert et al. (2017), Aytug (2016), Bruha and Tonner (2017), Chamon et al. (2017),
Opatrny (2017)), education and research policy (Belot and Vandenberghe (2014), Chan et al. (2014),
Hinrichs (2012)), health policy (Bauhoff (2014), Kreif et al. (2015)), economic and trade liberalization
(Billmeier and Nannicini (2013), Gathani et al. (2013), Hosny (2012)), political reforms (Abadie et al.
(2015), Adhikari et al. (2016), Billmeier and Nannicini (2009), Carrasco et al. (2014), Dhungana
(2011), Ribeiro et al. (2013), Xu (2017)), labor (Bohn et al. (2014), Calderon (2014)), taxation (Kleven
et al. (2013), de Souza (2014)), crime (Pinotti (2012), Robbins et al. (2017), Saunders et al. (2015)),
social connections (Acemoglu et al. (2016)), and local development (Ando (2015), Gobillon and
Magnac (2016), Kirkpatrick and Bennear (2014), Liu (2015), Possebom (2017), Severnini (2014).

Methodology and Data

24

effect of different policy interventions, wars, terrorism, and natural disasters. It was
first implemented in economics in the article The Economic Costs of Conflict: A
Case Study of the Basque Country by Abadie & Gardeazabal (2003) where authors
investigate the effect the terrorist conflict on the economy of the Basque Country.
Abadie and Gardeazabal compare the economic development of the Basque Country
for 42 years (20 years before terrorist activity reached large-scale and 22 years after)
with a weighted combination of other Spanish regions that are chosen based on the
characteristics resemblance to the Basque country. In order to build a synthetic
Basque Country researchers take into account such economic development indicators
as real per capita GDP, population density, investment ratio, shares of sectors value
added to the GDP and human capital. The Synthetic Control Method results present
approximately 10% gap between per capita GDP in the synthetic Basque Country and
the Basque Country over a period of twenty years after the outbreak of terrorism. The
study concludes that the terrorist conflict had a negative effect on the economic
growth of the Basque Country.
In 2010, based on the idea in Abadie and Gardezabal (2003) The Economic
Costs of Conflict: A Case Study of the Basque Country, Abadie together with
Diamond and Hainmueller published another article on the synthetic control method
for comparative case studies. The article analyses the impact of Proposition 99, a
large-scale tobacco control program adopted by California in 1998 (Abadie et al.
2010). Using annual cigarette sales and GDP per capita data of other US states for 40
years period (21 years before the implementation of Proposition 99 and 19 years after
its the implementation) for the donor pool, the study shows a negative effect of
California’s tobacco control program on annual per capita cigarette sales. The
synthetic California estimations indicate annual per capita cigarette sales higher by
around 26 packs compared to actual California.
Later many other researchers used the synthetic control method, formalized in
Abadie et al. (2003, 2010), in their studies when they had difficulties estimating the
effect of the large-scale event using traditional regression models. Below we are
going to list short summaries of several case studies that are based on the synthetic
control method by Abadie et al. (2003, 2010).
In 2011 Montalvo applies the synthetic control method in his paper Voting
after the bombings: a natural experiment on the effect of terrorist attacks on
democratic elections, where he investigates whether the terrorist attacks of March 11,
2004, could be timed to change the results of democratic elections in Madrid
(Montalvo 2004). The attacks occurred three days before the elections, thus, the
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author composes a control group of individuals who voted before the bombing. The
control group preferences were toward the conservative party, however, after the
attack, the socialist party became the winner. The synthetic control method results
show a strong effect of the terrorist attacks on the election outcome.
Coffman and Noy (2012) use the synthetic control method to evaluate the
long-term impact of Hurricane Iniki that occurred in 1992 on the Hawaiian island of
Kauai. A control group is composed of unaffected Hawaiian Islands to analyze the
effect of the natural disaster. The study results reveal that even 18 years after the
hurricane Kauai’s economy has not fully recovered yet, specifically, authors
estimations show 12% smaller population, lower personal income and lower private
sector jobs in the current island’s economy compared to the synthetic Kauai island.
The synthetic control method is employed by Billmeier and Nannicini (2013)
in a study of economic liberalization. The paper evaluates the effect of economic
liberalization on real GDP per capita in a worldwide sample of countries. The
comparison of the post-liberalization GDP pattern of affected countries with the
pattern of a donor pool of unaffected countries reveals that economic liberalization
improved economy in most regions, however, authors note that more recent
liberalizations, in the 1990s and mainly in Africa, had no significant impact.
Bove et al. (2014) in the paper The relationship between panel and synthetic
control estimators of the effect of civil war discuss methodological issues that arise in
evaluation of the economic cost of war and demonstrate that models estimated from
panel data are closely related to the estimations by the comparison of a treated case
with a synthetic control when analyzing the impact of war on economy. The results
show a significant negative impact of internal conflicts of the level and growth rate of
GDP per capita.
In 2015 Abadie et al. describe the synthetic control method as a way to bridge
the quantitative/qualitative divide in comparative politics. Authors show the
advantages and main ideas of the synthetic control method through evaluation of the
economic effect of the 1990 German reunification on West Germany. Their results
indicate a negative impact of the reunification on West German per capita GDP. The
study estimates approximately 1,600 USD (about 8% of the 1990 level) per year
average decline over 13 years after the reunification.
As we can see, the synthetic control method has a huge potential in
comparative studies on impact from events and policy interventions. However, the
estimations are not precise and since the method does not have definite requirements
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regarding the choice of predictor variables and covariates that estimate the synthetic
control weights, providing a researcher opportunity to select specifications,
particularly, the set of pre-treatment periods for estimators, and different
specifications might lead to widely different results of the synthetic control weights
(Ben-Michael (2018), Ferman and Pinto (2018), Ben-Michael (2018), Dube and
Zipperer (2015), Kaul et al. (2015)). Moreover, it is almost impossible to model a
synthetic control that is a perfect fit to the pre-intervention treated unit, thus, the
synthetic control weights are biased (Ferman and Pinto (2018), Powell (2018)). To
solve this issue and improve the reliability of estimation various extensions to the
original synthetic control method have been recently proposed by different
researchers.
Kreif et al. (2015) extend the synthetic control method for comparative case
studies introduced by Abadie et al. (2003, 2010) to a setting where there are multiple
treated units. They apply the extended synthetic control method in contrast to the
generally used difference-in-differences estimation method that assumes constant
effects of unobserved units over time, to investigate a pay-for-performance initiative,
the Advancing Quality scheme.
Doudchenko and Imbens (2017) propose to relax some restrictions in the
original synthetic control method. They allow control unit weights to be negative and
not necessarily sum up to one arguing that negative weights are preferable in cases
when there is no sufficient amount of data. Furthermore, similar to the difference-indifference method, a systematic additive difference between the control units and the
treated unit is allowed. Weights minimize the gap between the lagged results for the
treated and the control units, using regularization methods with an elastic net penalty
term to solve an issue of a large number of possible control units.
Athey et al. (2017) develop the matrix completion method that uses the
observed elements of the matrix of control outcomes corresponding to the untreated
unit to predict the “missing” elements of the matrix, corresponding to treated units.
They illustrate that the method outperforms the original synthetic control from
Abadie et al. (2003, 2010) and the elastic net estimators from Doudchenko and
Imbens (2017).
Xu (2017) proposes the generalized synthetic control method that combines
the synthetic control method (Abadie et al. 2003, 2010) with linear fixed effect
models. The author presents several advantages of the method such as it allows the
treatment to be correlated with the unobserved unit and time heterogeneities under
reasonable modeling assumptions, it generalizes the synthetic control method to the
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case of multiple treated units and variable treatment periods, improves efficiency and
interpretability. The generalized synthetic control method is easier for
implementation since a built-in cross-validation procedure does not require a
specification search.
Ben-Michael et al. (2018) introduce the augmented synthetic control method
estimator, which unifies the synthetic control method and outcome modeling, aiming
to solve the curse of dimensionality. Authors note that the original synthetic control
method commonly fails to achieve exact balance, resulting in bias, however, the
augmented synthetic control method uses an outcome model to estimate the bias due
to covariate imbalance and then de-biases the original synthetic control estimate.

4.1.2 Motivation
As it has been mentioned previously, the literature on the impact of the Israeli
West Bank Barrier on economic development of the region is often missing
quantitative analysis for both sides involved in the conflict. In this thesis, we apply
the synthetic control method to examine the effect of the Second Intifada and the
construction of the Barrier on the economy of Israel and Palestine. The synthetic
control method has been successfully implemented in conflict studies, providing a
transparent quantitative evaluation of effect from the event. We expect that the
approach will help us to test the following hypothesis:
•

Construction of the West Bank Barrier has a negative impact on the economic
situation in Palestine.

•

The West Bank Barrier has a positive impact on the economy of Israel.

•

Deviation in the pattern of economic development of Palestine and Israel is
explained not only by the conflict but also by the difference in economic and
government structure.
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4.1.3 The Synthetic Control Estimator
Suppose that we collect data of 𝐽 + 1 units, in our case countries, where 𝑗 = 1 is the
treated unit. Without loss of generality, assume that only the first unit is exposed to
the treatment, hence, remaining 𝐽 units are potential control units not impacted by the
treatment, also called the “donor pool” (Abadie et al. 2010, 2015). Another required
assumption is that the ﬁrst unit is uninterruptedly exposed to the treatment after it
started. In our case, Palestine and Israel are countries that constantly exposed to the
West Bank Barrier since its construction.
Let 𝑌𝑖𝑡𝑁 represent the potential outcome in absence of the treatment for country 𝑖 at
time 𝑡, where for units 𝑖 = 1, . . . , 𝐽 + 1 , and time periods 𝑡 = 1, . . . , 𝑇. Let 𝑇0 denote
the number of pre-treatment periods, with assumption 1 ≤ 𝑇0 < 𝑇. Let 𝑌𝑖𝑡𝐼 represent
the outcome for country 𝑖 at time 𝑡 in the case when country 𝑖 is exposed to the
treatment in periods 𝑇0 + 1 to 𝑇. In order to obtain the accurate evaluation results, we
assume that the treatment has no impact on the outcome of the pre-treatment period,
thus, for 𝑡 ∈ {1, . . . , 𝑇0 } and 𝑖 ∈ {1, . . . , 𝑁}, hence, 𝑌𝑖𝑡𝐼 = 𝑌𝑖𝑡𝑁 . In some cases, treatment
can have an effect before its actual realization (through anticipation effects), thus, 𝑇0
should be chosen carefully to reflect the first period when the impact of the treatment
may occur (Abadie et al. 2010, 2015).
Suppose that the effect from the treatment for country 𝑖 at time period 𝑡, where 𝑡 >
𝑇0 , is defined as:
𝛼𝑖𝑡 = 𝑌𝑖𝑡𝐼 − 𝑌𝑖𝑡𝑁
The synthetic control is defined as a weighted average of the units in the “donor
pool” (Abadie et al. 2010, 2015), where weights 𝑤 = {𝑤2 , . . . , 𝑤𝐽+1 } such that 0 ≤
𝑤𝑗 ≤ 1 for 𝑗 = 2, . . . , 𝐽 + 1 and
𝐽+1

∑ 𝑤𝑗 = 1
𝑗=2

Assume that 𝑋1is characteristics of the treated unit at the pre-treatment period and 𝑋0
is characteristics of the untreated units in the “donor pool” at the pre-treatment
period. Hence, 𝑋1 − 𝑋0 𝑊 is the difference between the treated unit and a synthetic
control at the pre-treatment period, lower the difference implies larger predictive
power of the synthetic control. Therefore, Abadie and Gardeazabal (2003) and
Abadie et al. (2010, 2015) select 𝑤 ∗ as the value of 𝑤 that minimizes:
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𝑘

∑ 𝑣𝑚 (𝑋1𝑚 − 𝑋0𝑚 𝑤)2
𝑚=1

Where 𝑣𝑚 defines the relative importance of the m-th variable when estimating the
difference between the treated unit and a synthetic control. In order to obtain
accurate estimations, it is crucial to choose the weights that minimize the prediction
error in the pre-treatment period. This can be done by solving a nested optimization
problem, where 𝑣 chosen to minimize the mean square predicted error MSPE
produced by the weights 𝑤 ∗ (𝑣) in selected periods (Abadie et al. 2010, 2015).
Then, the synthetic control estimator of the potential outcome in the absence of the
treatment is
𝐽+1

𝑌̂𝑖𝑡𝑁

= ∑ 𝑤𝑗∗ 𝑌𝑗𝑡
𝑗=2

And the synthetic control estimator of the effect is
𝛼̂𝑖𝑡 = 𝑌𝑖𝑡𝐼 − 𝑌̂𝑖𝑡𝑁

4.1.4 Testing for the Synthetic Control Method
The main criticism of the synthetic control method goes around the credibility
of the results and inference. In this thesis, we utilize three techniques: Placebo test,
the ratio of post/pre-intervention MSPE, construction of a 95% confidence interval.
We construct the confidence interval based on the standard errors. However, placebo
studies is the most used testing procedure for the synthetic control method introduced
by Abadie and Gardeazabal (2003) and Abadie et al. (2010, 2015), while standard
errors and confidence intervals usually are inapplicable. In this thesis, we utilize all
both techniques to present the difference, however, we use the ratio of post/preintervention MSPE for discussion of results reliability.
The Placebo test defines the application of the synthetic control method used
to evaluate the impact of the treatment on the treated unit to every control unit in the
donor pool. The result is a distribution of estimated gaps for control unities that are
exposed to the treatment (Abadie et al. 2010, 2015). Commonly, the result of the
placebo test is plotted on the graph together with the treated unit and followed by an
analysis of the size of gaps, small gaps for control units implies higher significance
on the synthetic control evaluation of the treated unit. In case if control units
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demonstrate large gaps, implies that they have been impacted by the treatment or
experienced unexpected shocks, which undermines the credibility of the evaluation
for the treated unit.
After running the Placebo test, pre-interventional and post-interventional
MSPE is calculated for each variable.
𝑇0

𝐽+1

𝑡=1

𝑗=2

1
𝑀𝑆𝑃𝐸 =
∑(𝑌1𝑡 − ∑ 𝑤𝑗∗ 𝑌𝑗𝑡 )2
𝑇0
Then the ratio of post/pre-intervention MSPE is obtained. The ratio measures
the magnitude of the estimated gaps for each unit (Abadie et al. 2010, 2015). The
measurement provides an opportunity to check the quality of the donor pool and date
of the treatment.

4.2 Data Description
In this thesis we utilize yearly panel data collected from the United Nations
Statistical Division, the World Bank database and the Palestinian Central Bureau of
Statistics for the periods 1992 – 2015 in case of Palestine, for periods 1993 – 2015 in
case of Israel, and for the periods 1994 – 2015 in case of the West Bank. The dataset
is relatively small due to the instability of the region, especially in terms of the
countries border, and unavailability of data, the Palestinian Central Bureau of
Statistics was established only at the end of 1993. For Israel, we use the data from
1993 because earlier GDP data is not available for the Czech Republic which is one
of the control variables.
The donor pool for Israel includes the country’s close neighbors, trade
partners, and economies with a similar level of development. Despite the constant
criticism from the international organization regarding Israeli policy toward the
Palestinian territories, Israel has very close economic relations with the United States
and the European Union members. In order to obtain a reliable outcome, we exclude
control units with a high ratio of post-intervention MSPE to pre-intervention MSPE.
For example, despite being one of the main trade partners Hong Kong has been
excluded from calculation due to the high ratio of post/pre-intervention MSPE, which
implies that the economy experienced certain shocks during the period.
In the data sample for Palestine and the West Bank, we include middleincome and upper-income economies (as defined by the World Bank) that are located
close to the Middle East since Palestine does not have a strong trade relationship with
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European or American continents. Selection of the relatively stable control units for
Palestine is limited compared to Israel, since middle-income counties are more
vulnerable, and the region experienced various shocks during the observed period.
The set of predictor variables is based on the predictors proposed in the study
by Abadie and Gardeazabl (2003). It consists of GDP per capita, value added by
sectors agriculture, industry, manufacturing and service, gross fixed capital
formation, export, import, inflation, labor force participation, employment in sectors
agriculture, industry and service, age dependency ration, fertility rate, population
density. More information regarding the data set of variables and their weight is
provided in the Appendix.
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5 Empirical Results
5.1 Israel, GDP per capita
Figure 5.1 shows the outcome of the application of the synthetic control
method for estimating the effect of the Israeli West Bank Barrier from 2005 on the
Israeli GDP per capita for the period from 1993 to 2015. As can be seen from the first
graph in Figure 5.1, prior to 2005, synthetic Israel and real Israel have close GDP per
capita values, however, after 2005, the Israeli economy has been growing faster than
the synthetic version.
Figure 5.1 Israel GDP per capita, constant 2010 USD (treatment year 2005)

Source: Synthetic control method calculation, R package (syn)

The second graph in Figure 5.1 allows seeing closer the deviation of real
Israel from synthetic Israel. The decrease in GDP per capita during the period from
2000 to 2005 is explained by the Palestinian uprising. The Barrier’s primary purpose
was to stop the Second Intifada, ensure security to the citizens and stabilize the
economic situation in Israel. Based on the results of the synthetic control method, it
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can be stated that the goal was achieved and the Israeli economy demonstrated
significant growth after the construction of the Israeli West Bank Barrier. Moreover,
Israel recovered from the 2008 – 2009 global financial crisis better compared to the
synthetic version, this indicates the strength of its economy and positive effect of the
Israeli West Bank Barrier.
Table 5.1 presents the weights of the synthetic control units utilized in the
estimation of Israel’s GDP per capita. Synthetic Israel is a combination of Bahrain,
the United States, Egypt, and Belgium. The United States and Belgium are the main
trade partners of Israel, thus, we expect them to contribute to the Israeli GDP per
capita. Egypt is Israel’s closest neighbor. And Bahrain is one of the freest economies
in the Middle East; it is also considered as a high-income country by the World Bank.
Table 5.1 Israel GDP per Capita Country’s Weights (treatment year 2005)
Country

Synthetic control weight

Belgium

0.161

Egypt

0.222

Germany

0.000

United States

0.305

Spain

0.000

United Kingdom

0.000

Saudi Arabia

0.000

Bahrain

0.312

Source: Synthetic control method calculation

Figure 5.2 illustrates the placebo studies. To obtain a reliable outcome and
avoid large data pollution, we try to keep in the donor pool only the control units with
a lower pre/post-intervention MSPE ratio than the treated unit, i.e. countries that have
not experienced dramatic shocks during the observed period. Based on the outcome
in Figure 5.2, Israel has the highest ration of post/pre-intervention MSPE, which
implies a significant effect of the Barrier construction on Israeli GDP per capita.
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Figure 5.2 Israel GDP per Capita Gap Placebo Studies (treatment year 2005)

Source: Synthetic control method calculation

There is commonly some level of uncertainty in computations under the
synthetic control method, we are able to minimize standard errors by applying the
augmented synthetic control method, one of the latest extensions of the original
synthetic control.
Figure 5.3 Israel GDP per Capita Gap (treatment year 2005)

Source: Augmented synthetic control method calculation, R package (augsyn)
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The resulted GDP per capita gaps with 95% confidence intervals are
presented in Figure 5.3. The pattern of synthetic Israel is similar for all methods, an
only slight difference in the time period when the synthetic version reaches GDP per
capita level of actual Israel, but we can see a significant difference in the confidence
interval. According to the augmented synthetic control method computation, which
has the smallest 95% confidence interval, the Israeli West Bank Barrier has a positive
impact on economic development, which became more noticeable in the long term.
We conclude that the Israeli West Bank Barrier helped the country stabilize
the economic situation during the Palestinian uprising, and the next step is to evaluate
whether the Israeli economy managed to recover fully from the Second Intifada.
Figure 5.4 indicates a sharp drop in GDP per capita in 2000 when the Second
Intifada started, after 2005 the difference between real Israel and the synthetic version
started to decrease, and after 2010 the economy not only recovered from the obvious
negative effect of the armed uprising but also outperformed synthetic Israel. We
suggest that the West Bank Barrier contributed to the rapid recovery of the Israeli
economy after the Second Intifada.
Figure 5.4 Israel GDP per capita, constant 2010 USD (treatment year 2000)

Source: Synthetic control method calculation, R package (syn)
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Table 5.2 shows the weights of the controlled units. As has been noted before,
we try to keep only countries with the ratio of post/pre-intervention MPSE lower than
in the case of Israel, which is displayed in Figure 5.5. As a result, GDP per capita of
synthetic Israel is a combination of the Czech Republic, the United Kingdom,
Belgium, and Egypt. According to Israeli Prime Minister Benjamin Netanyahu, the
Czech Republic is “the best friend of Israel in Europe”, same was said by Czech
President Milos Zeman during his recent visit to Israel in 2018. Belgium and the
United Kingdom are the main trade partners, and Egypt is the closest neighbor.
Table 5.2 Israel GDP per Capita Country’s Weights (treatment year 2000)
Country

Synthetic control weight

Czechia

0.356

Egypt

0.023

Turkey

0.000

Belgium

0.191

Germany

0.000

United States

0.000

United Kingdom

0.430

Source: Synthetic control method calculation

According to Figure 5.5, Israel produced the highest ratio of post/preintervention MPSE, which suggests that the control units have not experienced
considerable shocks and determines the creditability of our results. However, it is
visible from the graph that after 2008 several countries went into a recession, while
Israel was not largely impacted by the global crisis, hence, it outperformed the
synthetic version.
Figure 5.6 illustrates the outcomes of the augmented synthetic control
method, synthetic Israel generated by this method is almost the same as in the
original synthetic control, the augmented synthetic control with covariates provides a
slightly better balance between the units before 2000. The results indicate smaller
standard errors compared to the original method, it is visible that the Israeli economy
was negatively affected by the Second Intifada and recovered faster after the
construction of the Israeli West Bank Barrier.

Empirical Results

37

Figure 5.5 Israel GDP per Capita Gap Placebo Studies (treatment year 2000)

Source: Synthetic control method calculation

Figure 5.6 Israel GDP per Capita Gap (treatment year 2000)

Source: Augmented synthetic control method calculation, R package (augsyn)
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5.2 Palestine, GDP per capita
In this section, we investigate the impact of the Israeli West Bank Barrier on
the Palestinian economy. Figure 5.7 presents the development of GDP per capita of
the real Palestine and the synthetic version during 1992-2015. The region was highly
unstable during the recent years, thus, it is a challenge to choose a control variable
and model the balanced synthetic control. According to the graphs in Figure 5.7, the
Barrier demonstrated a negative impact on GDP per capita during the first 5 years,
and after 2010 the situation stabilized, but results bear a high level of uncertainty.
Figure 5.7 Palestine GDP per capita, constant 2010 USD (treatment year 2005)

Source: Synthetic control method calculation, R package (syn)

Palestine has a very limited number of trade partners, and most of the trade
occurs with Israel due to the fact that Israeli authority controls the borders, even
during the Second Intifada Israel remained the main trader and job provider for
Palestinians. The donor pool consists of neighbors and countries with similar GDP
per capita levels, which are middle-income developing economies. We try excluding
the control units with a high ratio of post/pre-intervention MPSE (Figure 5.8),
however, the results are still extremely uncertain. Synthetic Palestine includes its
neighbors Egypt and Lebanon, and Pakistan that is a notable supporter of Palestine.
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Table 5.3 Palestine GDP per Capita Country’s Weights (treatment year 2005)
Country

Synthetic control weight

Lebanon

0.143

Egypt

0.063

Iraq

0.000

Iran

0.000

Albania

0.000

Pakistan

0.794

Source: Synthetic control method calculation

Figure 5.8 Palestine GDP per Capita Gap Placebo Studies (treatment year 2005)

Source: Synthetic control method calculation

Figure 5.9 shows the implementation of the augmented synthetic control
method in order to improve the balance of the synthetic unit in the pretreatment
period. The augmented version slightly minimizes the standard error, while the
pattern of synthetic Palestine is very close to the original method, hence, there is no
considerable improvement in the balance. The synthetic control method results for
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the Palestinian GDP per capita do not display a significant impact of the Israeli West
Bank Barrier after 2005.
Figure 5.9 Palestine GDP per Capita Gap (treatment year 2005)

Source: Augmented synthetic control method calculation, R package (augsyn)

Nevertheless, we should take into account the fact that the Palestinian Civil
War of 2006 contributes to the fluctuations in the economy of the Gaza Strip and,
thus, the whole of Palestine. In 2005, Mahmoud Abbas, a member of Fatah political
party, became the new president of Palestine. Abbas was promoting a peaceful
solution and the establishment of communication with Israel. The new Palestinian
president officially announced to stop the Second Intifada and violent attacks,
however, his words were ignored, and attacks continued. Abbas’s position faced
extreme disapproval from the Palestinians, especially in the Gaza Strip and led to the
Palestinian Civil War, an armed conflict between Fatah and Hamas government
parties, followed by the split of the country governance in 2006, Hamas took over
total control in the Gaza Strip, and Fatah remained in control of the West Bank.
The separation resulted in a larger difference in the economic structure of two
Palestinian regions. In the following section, we perform a separate from the whole of
Palestine synthetic control estimators for the West Bank region only, since it was
directly affected by the construction of the Israeli West Bank Barrier. We do not
perform separate computations for the Gaza Strip since the region is extremely
unstable, and regularly experiencing extensive attacks and airstrikes from the Israeli
military force.
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In Figure 5.10, we present synthetic Palestine without the Second Intifada and
the Israeli West Bank Barrier, the outcome implies that the Palestinian economy was
considerably more stable during the peace negotiations prior the armed uprising, the
country suffered extremely from the uprising and has been unable to recover during
the next 15 years. Compared to Israel, Palestine was affected more negatively by the
Second Intifada, which reconfirms the fact that Israel is the significantly more
developed economy, since developing economies as Palestine are more sensitive to
various shocks. The second graph in Figure 5.10 indicates a decrease in GDP per
capita of actual Palestine in comparison with the synthetic version after 2005 and a
slight growth appeared only after 2010.
Figure 5.10 Palestine GDP per capita, constant 2010 USD (treatment year 2000)

Source: Synthetic control method calculation, R package (syn)

Table 5.4 lists weights of the control units, thus, the synthetic control
Palestine constructed out of its closest neighbor and friend Jordan, Pakistan, and
Albania, the upper-middle-income Muslim country that managed to recover its
economy after tensions in the Yugoslavian region.
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Synthetic Palestine before 2000 has a pattern similar to the real Palestine, also
it obtained the highest MSPE ratio (Figure 5.11) in compassion with the control units,
which indicates the creditability of the results.
Table 5.4 Palestine GDP per Capita Country’s Weights (treatment year 2000)
Country

Synthetic control weight

Jordan

0.316

Egypt

0.000

Morocco

0.000

Iran

0.000

Albania

0.490

Mongolia

0.000

Georgia

0.000

Pakistan

0.194

Source: Synthetic control method calculation

Figure 5.11 Palestine GDP per Capita Gap Placebo Studies(treatment year 2000)

Source: Synthetic control method calculation
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The next step is to apply the augmented synthetic control method, figure 5.12,
the model improved the balance, which allows us stating with higher confidence that
the Palestinian economy did not manage to recover from the Second Intifada, and at
the beginning of the construction the Israeli West Bank Barrier resulted in a decrease
of GDP per capita, which is explained by the fact that it damaged Palestinian
properties near the construction area and complicated the movement of goods and
people, many Palestinians work in Israel, however, the Barrier project came in a line
with a more rigid Israel’s permit regime, longer queues at the checkpoints of people
waiting to enter Israel for work or study purposes, hence, many Palestinian workers
lost their jobs. As has been noted before, the Palestinian Civil War could be one of
the reasons for the decline in GDP per capita.
Figure 5.12 Palestine GDP per Capita Gap (treatment year 2000)

Source: Augmented synthetic control method calculation, R package (augsyn)

5.3 West Bank, GDP per capita
According to the synthetic control method results shown in Figure 5.13, the
Israeli West Bank Barrier provided a positive impact on GDP per capita in the West
Bank. Furthermore, when looking at the trend of GDP per capita development in the
region, we can recognize a similarity with Israel (Figure 5.1), especially the GDP per
capita gap after 2000 on the graph. This fact implies strong dependence of the West
Bank on Israel. Despite a slight decrease in 2005, after 2010, the real West Bank
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outperformed the synthetic version. It is obvious that Israel is the West Bank’s
primary trader and employer, in other words, Israel controls the trend in the economic
development of the West Bank region, and the Barrier definitely contributed to the
excessive level of dependence on Israel.
Figure 5.13 West Bank GDP per capita, constant 2010 USD (treatment year 2005)

Source: Synthetic control method calculation, R package (syn)

Table 5.5 indicates that the synthetic West Bank is represented by a combination of
Pakistan, Lebanon and Iraq, both are located close to the region and supported
Palestine during the conflict and the Six-Day War in 1967.
We have previously mentioned, the region was unstable at the observation period,
therefore, hence, it is challenging to find the donor pool with a ratio of post/preintervention MSPE lower than the treated unit. Figure 5.14 shows that the West Bank
obtains the second highest ratio of post/pre-intervention MSPE, thus it is necessary to
note that the synthetic control method results are likely to be biased.
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Table 5.5 West Bank GDP per Capita Country’s Weights (treatment year 2005)
Country

Synthetic control weight

Lebanon

0.162

Egypt

0.000

Iraq

0.077

Iran

0.000

Albania

0.000

Pakistan

0.761

Source: Synthetic control method calculation

Figure 5.14 West Bank GDP per Capita Gap Placebo Studies (treatment year 2005)

Source: Synthetic control method calculation

The augmented synthetic control method, Figure 5.15, enhanced the statistic
significance of the outcome model, however, demonstrated an extremely similar
pattern as the original method, the decline in GDP per capita at the beginning of the
construction with the positive impact of the Israeli West Bank Barrier on the long
run.
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Figure 5.15 West Bank GDP per Capita Gap (treatment year 2005)

Source: Augmented synthetic control method calculation, R package (augsyn)

The last step is to investigate whether the West Bank’s economy was efficient
in recovering after the Second Intifada of 2000.
Figure 5.16 West Bank GDP per capita, constant 2010 USD (treatment year 2000)

Source: Synthetic control method calculation, R package (syn)
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Figure 5.16 shows that after experiencing an abrupt decline in GDP per capita
during the period of the Second Intifada, the economy did not manage to fully
recover during the following 15 years. Same as in the previous case we observe the
similarity with Israel GDP per capita trend, however, the West Bank was affected
stronger in 2000 and grew slower after 2005 compared to Israel.
Table 5.6 presents the weights of the control units, the synthetic West Bank is
composed of Tunisia, Albania, and Georgia. All three control units successfully
overcame various shocks in the past, however, during the observation period they
experienced positive economic growth.
Table 5.6 West Bank GDP per Capita Country’s Weights (treatment year 2000)
Country

Synthetic control weight

Tunisie

0.492

Jordan

0.000

Egypt

0.000

Morocco

0.000

Iran

0.000

Albania

0.226

Georgia

0.282

Pakistan

0.000

Source: Synthetic control method calculation

Figure 5.17 indicates that the West Bank generates the largest ration of
post/pre-intervention MSEP, which implies the greater reliability of the results.
Furthermore, we observe that the synthetic method produces more balanced results
for the treatment year 2000. We suggest that the peace negotiations during the period
of 1993 – 2000 have been beneficial for the economic stabilization of Palestine.
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Figure 5.17 West Bank GDP per Capita Gap Placebo Studies (treatment year 2000)

Source: Synthetic control method calculation

Figure 5.18 West Bank GDP per Capita Gap (treatment year 2000)

Source: Augmented synthetic control method calculation, R package (augsyn)

The application of the augmented synthetic control method reconfirms results
of the original synthetic control, Figure 5.18 demonstrates the extensive negative
effect of the Second Intifada in 2000, a slight decrease in GDP per capita during the
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Israeli West Bank Barrier construction and couple years later the stabilization of the
economy. A sharp increase in GDP per capita of the actual West Bank in comparison
to the synthetic version around 2011 could be explained by the Arab Spring, antigovernment protests that began in Tunisia and occurred in Egypt, Jordan, Morocco,
Lebanon, etc. At that time several control units from the data set experienced a shortterm drop-in GDP per capita, since the West Bank economy greatly depends on
Israel, it was not substantially affected by the Arab Spring.
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6 Conclusion
The Palestinian territories have significant political, economic, strategical and
religious importance, which neither side is willing to give up on. The ongoing
conflict with deep roots in history and mutual violence has caused considerable
damage to society, politics and economics. The goal of this thesis is to analyze the
Israeli-Palestinian conflict and its impact on the economic development of Israel and
Palestine.
Despite the fact that from 1993 till 2000 the leaders of Israel and Palestine
sought mutual concessions, this was perceived negatively by the population, who
claimed the need not to cede own territories. The attempt for the peace negotiations
process failed, causing an escalation of tensions and the Second Intifada in 2000.
In this thesis, we apply the synthetic control method introduced by Abadie
and Gardeazbal (2003) and the augmented synthetic control by Ben-Michael et al.
(2018) in order to evaluate the impact of the Israeli West Bank Barrier and the
Second Intifada on economic development of both countries. Both methods provided
similar results, the augmented synthetic control slightly improved balance and
considerably minimized standard error.
To start with, we generate the synthetic control for the treatment year 2005
when the region was suffering from the Second Intifada and part of the Barrier has
been constructed, this allows us to estimate its impact on the economy during the
armed conflict. Furthermore, we construct the synthetic control for the treatment year
2000, i.e. beginning of the Second Intifada, and analyze whether the Barrier
contributed to countries recovery from the negative effect of the uprising.
Our results show that the Israeli West Bank Barrier demonstrates a positive
impact on the economic situation in Israel and ensured fast recovery from the Second
Intifada, after the year 2010 GDP per capita of actual Israel was practically same as
its synthetic version without the Second Intifada. The estimates of Palestine indicate
negative impact, however, that is also attributed by the Palestinian Civil War in 2006,
a conflict between the leading Palestinian political parties, Hamas and Fatah, in the
Gaza Strip. Hamas gained absolute control over the Gaza Strip and West Bank
remind under Fatah. The separation resulted in a more sizable difference in the
economic structure of two Palestinian regions.
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Therefore, we provide a separate estimation for the West Bank region only,
which was directly affected by the Barrier construction. We notice that the GDP per
capita gap of the West Bank maintains a similar trend as Israel, this reconfirms its
significant level of dependency on the Israeli economy. There is a decline in GDP per
capita at the beginning of the construction, that is explained by the fact that the
Barrier demolished Palestinian properties close to the construction, with the West
Bank Barrier project Israel introduced tougher restriction on trade, condition for
obtaining a permit and getting through the checkpoints, Israeli authority claimed that
is has been done in order to decrease the attacks and illegal labor force, for many
Palestinians Israel is the main source of employment and income. Couple years later
the situation stabilized, however, the West Bank was not able to achieve a full
recovery from the Second Intifada, GDP per capita growth was limited while its
dependency on Israel substantially increased after the Barrier construction.
Overall, both sides suffered during the Second Intifada and the Barrier
contributed to the security and stability assurance, the estimated effect of the Israeli
West Bank Barrier is extremely positive for Israel. On the other side, Palestine,
specifically, the West Bank experienced demolishment of properties, trade and
movement restrictions. At the same time, Palestine has relatively undeveloped
economic institutions, hence, a large proportion of the West Bank population is
employed (legally and illegally) in Israel and benefits from the high salaries in the
technologically developed country.
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Appendix: Additional Results

Table A.1 Israel GDP per Capita Variables Weights (treatment year 2005)
Variable

Synthetic control weight

GDP per capita

0.031

Unemployment

0.003

Labor force participation rate

0.016

Age dependency ratio

0.055

Fertility rate

0.119

Employment in agriculture

0.055

Employment in industry

0.042

Employment in service

0.085

Gross fixed capital formation

0.004

Inflation, GDP deflator

0.159

Sector agriculture, value added

0.032

Sector industry, value added

0.077

Sector manufacturing, value added

0.171

Sector service, value added

0.090

Population density

0.000

Import of goods and services

0.000

Export of goods and services

0.059

Source: Synthetic control method calculation
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Table A.2 Israel GDP per Capita Variables Weights (treatment year 2000)
Variable

Synthetic control weight

GDP per capita

0.026

Unemployment

0.000

Labor force participation rate

0.098

Age dependency ratio

0.054

Fertility rate

0.016

Employment in agriculture

0.125

Employment in industry

0.000

Employment in service

0.019

Gross fixed capital formation

0.282

Inflation, GDP deflator

0.017

Sector agriculture, value added

0.146

Sector industry, value added

0.001

Sector manufacturing, value added

0.077

Sector service, value added

0.001

Population density

0.133

Import of goods and services

0.004

Export of goods and services

0.000

Source: Synthetic control method calculation
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Table A.3 Palestine GDP per Capita Variables Weights (treatment year 2005)
Variable

Synthetic control weight

GDP per capita

0.078

Unemployment

0.049

Labor force participation rate

0.001

Age dependency ratio

0.140

Fertility rate

0.121

Employment in agriculture

0.014

Employment in industry

0.034

Employment in service

0.64

Gross fixed capital formation

0.034

Inflation, GDP deflator

0.102

Sector agriculture, value added

0.003

Sector industry, value added

0.037

Sector manufacturing, value added

0.117

Sector service, value added

0.009

Population density

0.025

Import of goods and services

0.007

Export of goods and services

0.062

Source: Synthetic control method calculation
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Table A.4 Palestine GDP per Capita Variables Weights (treatment year 2000)
Variable

Synthetic control weight

GDP per capita

0.034

Unemployment

0.277

Labor force participation rate

0.001

Age dependency ratio

0.011

Fertility rate

0.057

Employment in agriculture

0.000

Employment in industry

0.018

Employment in service

0.007

Gross fixed capital formation

0.075

Inflation, GDP deflator

0.000

Sector agriculture, value added

0.023

Sector industry, value added

0.000

Sector manufacturing, value added

0.005

Sector service, value added

0.060

Population density

0.176

Import of goods and services

0.058

Export of goods and services

0.197

Source: Synthetic control method calculation
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Table A.5 West Bank GDP per Capita Variables Weights (treatment year 2005)
Variable

Synthetic control weight

GDP per capita

0.673

Unemployment

0.000

Labor force participation rate

0.003

Gross fixed capital formation

0.000

Sector agriculture, value added

0.000

Sector industry, value added

0.078

Sector manufacturing, value added

0.000

Sector service, value added

0.000

Population density

0.000

Import of goods and services

0.000

Export of goods and services

0.246

Source: Synthetic control method calculation
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Table A.6 West Bank GDP per Capita Variables Weights (treatment year 2000)
Variable

Synthetic control weight

GDP per capita

0.006

Unemployment

0.082

Labor force participation rate

0.040

Gross fixed capital formation

0.000

Sector agriculture, value added

0.000

Sector industry, value added

0.023

Sector manufacturing, value added

0.000

Sector service, value added

0.000

Population density

0.095

Import of goods and services

0.536

Export of goods and services

0.219

Source: Synthetic control method calculation
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Table A.7 Data Description
Variable

Description

GDP per capita

GDP per capita (constant 2010 US$)

Unemployment

Unemployment, total (% of total labor force)

Labor force

Labor force participation rate, total (% of total population

participation rate

ages 15+)

Age dependency ratio

Age dependency ratio (% of working-age population)

The World Bank

Fertility rate

Fertility rate, total (births per woman)

The World Bank

Employment in industry (% of total employment)

The World Bank

Employment in agriculture (% of total employment)

The World Bank

Employment in services (% of total employment)

The World Bank

Employment in
agriculture
Employment in
industry
Employment in service
Gross fixed capital
formation
Inflation, GDP
deflator
Sector agriculture,
value added
Sector industry, value
added
Sector manufacturing,
value added
Sector service, value
added
Population density
Import of goods and
services
Export of goods and
services

Gross fixed capital formation (% of GDP)
Inflation, GDP deflator (annual %)
Agriculture, forestry, and fishing, value added (% of GDP)
Industry (including construction), value added (% of GDP)
Manufacturing, value added (% of GDP)
Services, value added (% of GDP)
Population density (people per sq. km of land area)
Imports of goods and services (% of GDP)
Exports of goods and services (% of GDP)

Data Source
The United Nations
Statistical Division
The World Bank
The World Bank

The United Nations
Statistical Division
The World Bank
The United Nations
Statistical Division
The United Nations
Statistical Division
The United Nations
Statistical Division
The United Nations
Statistical Division
The World Bank
The United Nations
Statistical Division
The United Nations
Statistical Division

Data for the West Bank available only on the website of the Palestinian Central Bureau of Statistics
The West Bank
GDP per capita; Unemployment; Labor force participation rate; Gross fixed capital

The Palestinian

formation; Sector agriculture, value added; Sector industry, value added; Sector

Central Bureau of

manufacturing, value added; Sector service, value added; Population density; Import of

Statistics

goods and services; Export of goods and services

